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The enclosed report prepared by Charles T. Mitchell Company, LLP, Certified Public Accountants,
presents the financial statements of the Central Kentucky Education Cooperative, Lexington, Kentucky,
as of June 30, 2000.

We engaged Charles T. Mitchell Company, LLP, to perform the financial audit of this educational
cooperative. We worked closely with the firm during our report review process; Charles T.
Mitchell Company, LLP, evaluated the Central Kentucky Education Cooperative’s internal controls
and compliance with applicable laws and regulations.
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EXECUTI VE SUMVARY

CENTRAL KENTUCKY EDUCATI ON COOPERATI VE
Fi scal Year Ended June 30, 2000

An audit of the Central Kentucky Educati on Cooperative for fiscal year ended
June 30, 2000 has been conpl eted. No reportable conditions relating to the

financial statement were discl osed.
The managenent letter disclosed the follow ng area of nonconpli ance:

The Central Kentucky Education Cooperative should require
depository institutions to pledge or provide sufficient collatera
to protect deposits in accordance with KRS 66.480(1)(d) and KRS
41.240(4). On June 29, 2000, $322,163 of the Cooperative's
deposits in depository institutions were uninsured and unsecur ed.

The Notes To The Financial Statements included the follow ng:

During the fiscal year, the Cooperative had uninsured cash
bal ances with its financial institution. The cash balance is
insured by the Federal Deposit Insurance Corporation up to
$100,000 for each separate account. The highest amount of
uni nsured bal ances occurred on June 29, 2000. The anount
uni nsured total ed $322, 163.

Qur managenent letter, included in the audit report, conmunicates
recomendations to the Cooperative on inproving nanagenent’s policies
procedur es.
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Independent Auditor’s Report

Central Kentucky Education Cooperative
Members of the Board
Lexington, Kentucky

We have audited the accompanying general-purpose financial statements of the
Central Kentucky Educational Cooperative as of June 30, 2000 and for the year then
ended, as listed in the accompanying table of contents. These general purpose
financial statements are the responsibility of the Cooperative's management. Our
responsibility is to express an opinion on these general-purpose financial
statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards,
Government Auditing Standards, issued by the Comptroller General of the United
States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinion.

In our opinion the general purpose financial statements present fairly, in all
material respects, the financial position of the Cooperative as of June 30, 2000
and the results of its operations for the year then ended in conformity with
generally accepted accounting principles.

In accordance with Government Auditing Standards, we have also issued a report
dated November 8, 2000 on our consideration of Central Kentucky Educational
Cooperative's internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts and grants.

That report is an integral part of an audit performed in accordance with
Government Auditing Standards and should be read in conjunction with this report

in considering the results of our audit.

Our audit was performed for the purpose of forming an opinion on the general-

purpose financial statements taken as a whole. The accompanying schedule of

federal financial assistance contained on page 9 is presented for purposes of

analysis as required by the U.S. Office of Management and Budget Circular A-133,

Audits of States, Local Governnents, and Non-Profit O ganizations, and is not a
required part of the general purpose financial statements. Such information has

been subjected to the auditing procedures applied in our audit of the general

purpose financial statements and, in our opinion, is fairly stated in all material

respects in relation to the general purpose financial statements taken as a whole.

Clutiss 7 Fhbebeie Co .

November 8, 2000



ASSETS AND RESOURCES:
Cash and cash equival ents

TOTAL ASSETS AND RESOURCES
LI ABI LI TIES AND FUND BALANCES:
LI ABI LI TIES
Account s payabl e
Def erred revenue
TOTAL LI ABILITIES

FUND BALANCES
Unr eser ved

TOTAL FUND BALANCES
TOTAL LI ABI LI TIES AND FUND BALANCES

See acconpanyi ng Not es

CENTRAL KENTUCKY EDUCATI ON COCPERATI VE
COMBI NED BALANCE SHEET

ALL FUND TYPES AND ACCOUNT GROUPS
JUNE 30, 2000

GOVERNMENTAL FUND TYPE

SPECI AL TOTALS
GENERAL REVENUE ( MEMORANDUM
FUNDS FUNDS ONLY)

$ 296,300 $ 87,204 $ 383,504
$ 296,300 $ 87,204 % 383, 504

8, 482 8, 482
$ $ 78,722 78,722

(523

0 $87,204 % 87,204

1524

296,300 $
296,300 $ 0
$ 296,300 $ 87,204 $ 383, 504

(522

296, 300

[
(522

296, 300




REVENUES

From Local Sources:
Menber shi p Dues
Program Servi ces
Contri butions
Pr of essi onal Devel opnent
Ear ni ngs on I nvestnents
O her Revenues

Intergovernmental — Federal

TOTAL REVENUES

EXPENDITURES
Salaries
Payroll Taxes
Retirement
Contracts
Contractual Services
Professional Consultants
Administrative Supplies
Instructional Travel
Advertising
Telephone
Printing & Publishing
Office Supplies
Office Furniture
Computers
Other
Office Equipment
Contract Labor
Insurance
Meeting Expenses
Travel
Repairs & Maintenance
Postage
Dues & Subscriptions

TOTAL EXPENDITURES
Excess of Revenues over Expenditures
Fund Balance, July 1, 1999
Fund Balance, June 30, 2000

See accompanying Notes

CENTRAL KENTUCKY EDUCATI ON COOPERATI VE

COVBI NED STATEMENT OF REVENUES, EXPENDI TURES

AND CHANGES | N FUND BALANCES
ALL GOVERNMENTAL FUND TYPES

FOR THE YEAR ENDED JUNE 30, 2000

GOVERNMENTAL FUND TYPE

Speci al
Revenue Total s
Gener al (Grant) (Menor andum
Fund Funds Onl y)
$ 138,378 $ $ 138, 378
19, 620 19, 620
6, 500 6, 500
47,722 47,722
5,710 5,710
30, 529 30, 529
529,128 529,128
$ 248,459 $ 529,128 $ 777,587
$ 60,214 $ 209,798 $ 270,012
4,303 3,469 7,772
3,377 18,396 21,773
95,498 95,498
5,150 7,662 12,812
20,492 41,352 61,844
17,710 17,710
58,786 58,786
2,606 567 3,173
9,075 665 9,740
2,703 6,109 8,812
19,959 1,234 21,193
8,210 8,210
21,190 21,190
8,498 25,230 33,728
1,408 13,252 14,660
24,000 24,000
5,933 5,933
11,611 11,611
11,213 11,213
4,659 4,659
247 247
1,872 1,872
$ 197,320 $ 529,128 $ 726,448
$ 51,139 $ $ 51,139
245,161 245,161
$ 296,300 $ $ 296,300



GENERAL FUND

VARI ANCE
FAVORABLE

BUDGET ACTUAL ((UNFAVORABLE)

REVENUES:
From | ocal sources:
Menber shi p Dues $ 125,225 $ 138,378 $ 13, 153
Pr ogram Ser vi ces 19, 620 19, 620
Contributions 6, 500 6, 500
Pr of essi onal Devel opnent 47,722 47,722
Ear ni ngs on Investnents 2,500 5,710 3,210
O her Revenues 20, 782 30, 529 9, 747
Intergovernmental — Federal

TOTAL REVENUES $ 148,507 $ 248,459 $ 99,952

EXPENDITURES:
Current:

Salaries $ 69,101 $ 60214 $ 8,887
Substitutes
Stipends
Payroll Taxes 5,286 4,303 983
Retirement 4,000 3,377 623
Employee Benefits 1,959 1,959
Contracts
Audit
Contractual Services 5,150 (5,150)
Professional Consultants 20,492 (20,492)
Administrative Supplies
Instructional Travel
Advertising 1,500 2,606 (1,106)
Telephone 5,200 9,075 (3,875)
Printing & Publishing 8,000 2,703 5,297
Professional Fees 3,000 3,000
Professional Registrations 350 350
Office Supplies 2,000 19,959 (17,959)
Office Furniture
Computers

Other

Office Equipment
Contract Labor
Insurance

Meeting Expenses
Travel

29,731

24,000
5,000
5,800
5,000

8,498
1,408
24,000
5,933
11,611
11,213

21,233
(1,408)

(933)
(5,811)
(6,213)

Repairs & Maintenance 3,000 4,659 (1,659)

Postage 4,000 247 3,753
Warehouse 4,000 4,000
Dues & Subscriptions 500 1,872 (1,372 )

TOTAL EXPENDITURES $ 181,427 $ 197,320 $ (15,893 )

Excess of

revenues over expenditures $ (32,920) $ 51,139 $ 84,059

See accompanying Notes



CENTRAL KENTUCKY EDUCATI ON COCPERATI VE

COMBI NED STATEMENT OF REVENUES AND EXPENDI TURES TO BUDGET
GOVERNMENTAL FUNDS

FOR THE YEAR ENDED JUNE 30, 2000

SPECI AL REVENUE FUND

VARI ANCE

FAVORABLE
BUDGET ACTUAL ( UNFAVORABLE)

$ $ $

$ 607,850 $ 529,128 $ (78, 722)
$ 607,850 $ 529,128 $ (78,722)
217, 322 209, 798 7,524
11, 200 11, 200
6, 500 6, 500
6, 830 3, 469 3,361
21, 802 18, 396 3, 406
150, 000 95, 498 54, 502
1, 000 1, 000
25, 000 7,662 17, 338
34, 000 41, 352 (7,352)
3, 836 17,710 (13,874)
12, 000 58, 786 (46, 786)
1, 500 567 933
10, 000 665 9, 335
8, 000 6, 109 1, 891
1, 000 1,234 (234)
10, 000 8, 210 1,790
26, 500 21, 190 5, 310
31, 360 25, 230 6, 130
30, 000 13, 252 16, 748
$ 607,850 $ 529,128 $ 78,722
$ 0 3 0o $ 0



CENTRAL KENTUCKY EDUCATI ON COCPERATI VE
NOTES TO THE FI NANCI AL STATEMENTS
JUNE 30, 2000

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the Central Kentucky Educational Cooperative substantially
comply with the rules prescribed by the Kentucky Department of Education for local school
districts.

Reporting Entity

The Central Kentucky Educational Cooperative ("Cooperative") was organized by
approximately twenty school districts in Central Kentucky. Its purpose is to identify

common needs, plan conferences, develop district programs, implement workshops, facilitate
large group purchasing for member districts, and other services as requested. The member
school districts are required to pay annual contract fees for membership, in addition to

other amounts on a cost sharing basis. The Cooperative also receives funding from federal

and state government sources and must comply with the commitment requirements of these
funding source entities. However, the Cooperative is not included in any other
governmental "reporting entity" as defined in Section 2100, Codification of Governmental
Accounting and Financial Reporting Standards as Board members are comprised of the
superintendents from each member district and have decision making authority, the power to
designate management, the responsibility to develop policies which may influence
operations and primary accountability for fiscal matters. The Board hires a director to

oversee the operations of the Cooperative.

Fund Accounting

The Cooperative maintains its accounting records in accordance with the principles of
"fund" accounting. Fund accounting is a concept developed to meet the needs of
governmental entities in which legal or other restraints require the recording of specific

receipts and disbursements. The transactions of each fund are reflected in a self-
balancing group of accounts which stands separate from the activities reported in other
funds. A description for each class of funds along with the associated restrictions
follows:

l. Governmental Fund Types

(A) The General Fund is the primary operating fund of the Cooperative. It
accounts for financial resources used for general types of operations. This
is a budgeted fund and any unrestricted fund balances are considered as
resources available for use.

(B) The Special Revenue (Grant) Fund accounts for proceeds of specific revenue
sources (other than expendable trusts or major capital projects) that are
legally restricted to disbursements for specified purposes. It includes
federal and state financial programs where unused balances are returned to the
grantor at the close of specified project periods. Project accounting is
employed to maintain integrity for the various sources of funds. The separate
projects of federally funded grant programs are identified in the Schedule of
Expenditures of Federal Awards included in this report.

1. Account Group

A) General Fixed Assets Account Group

The general fixed assets are recorded as expenditures of the fund from which
the disbursement is made. The Cooperative does not maintain a record of the
cost of its property and equipment, therefore, no group of accounts is
maintained.

Basis of Accounting

The records of the Cooperative are maintained, and the budgetary process is based, on the
modified accrual basis method of accounting. This practice is the accounting method
prescribed by the Committee for School District Audits. Adjustments have been made to the
general purpose financial statements for accounts receivable and payable to more properly
reflect the fund balances of the various funds, in accordance with the modified accrual
basis of accounting.

6



CENTRAL KENTUCKY EDUCATI ON COCPERATI VE
NOTES TO THE FI NANCI AL STATEMENTS
JUNE 30, 2000

NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Cash and Cash Equivalents

The Cooperative considers demand deposits, money market funds, and other investments with
an original maturity of 90 days or less to be cash equivalents.

Total Columns

Total columns on the financial statements are indicated as “Memorandum Only,” as data in
these columns do not present financial positions, results of operations, or changes in
fund balance in conformity with generally accepted accounting principles. Interfund
eliminations have not been made in the aggregation of this data.

Estimates

The preparation of financial statements requires management to make estimates and
assumptions that affect reported amounts of assets, liabilities, designated fund balances,

and disclosure of contingent assets and liabilities at the date of the general purpose
financial statements, and reported amounts of revenues and expenditures during the
reporting period. Actual results could differ from those estimates.

Deferred Revenue

Grant funds are considered to be earned to the extent of expenditures made under the
provisions of the grant and, accordingly, when such funds are recorded they are recorded
as deferred revenue until earned.

NOTE 2 — CASH AND CASH EQUIVALENTS

Deposits are carried at cost. The carrying amount of deposits is separately displayed on
the Combined Balance Sheet, as cash and cash equivalents — unreserved $296,300 and
reserved $87,204.
Carrying Amount and
Depository's Balance

Total Cash and Cash Equivalents $430,151
NOTE 3 — RETIREMENT PLANS

Certified employees are covered under the Kentucky Teachers Retirement System (KTRS).
Funding for the plan is provided through payroll withholdings of 9.855% and matching State
contributions. The matching contributions are paid by the Federal program for any
salaries paid by that program.

The Cooperative's total payroll for the year was $270,012. The Cooperative has a
contribution requirement to KTRS and CERS of $21,773 for certified and classified
personnel. Benefits under the KTRS and CERS plan will vary based on final compensation,
years of service and other factors as fully described in the plan document.

As the board is only one of several employers participating in the plan, it is not
practical to determine the board's portion of the unfunded past service cost or the vested
benefits of the board's portion of the plan assets.



CENTRAL KENTUCKY EDUCATI ON COOPERATI VE
NOTES TO THE FI NANCI AL STATEMENTS
JUNE 30, 2000

NOTE 4 — CONTINGENCIES

The Cooperative receives funding from Federal agencies. These funds are to be used for
designated purposes only. For government agency grants, if based on the grantor's review,
the funds are considered not to have been used for the intended purpose, the grantors may
request a refund of monies advanced, or refuse to reimburse the Cooperative for its
disbursements. The amount of such future refunds and unreimbursed disbursements, if any,
is not expected to be significant. Continuation of the Cooperative's grant programs is
predicated upon the grantors' satisfaction that the funds provided are being spent as
intended and the grantors' intent to continue their programs.

The Cooperative has not paid the Executive Director in accordance with the terms of his
contract. The Cooperative may be responsible for taxes and penalties for not withholding
payroll taxes from the Executive Director's salary.

NOTE 5 — INSURANCE AND RELATED ACTIVITIES

The Cooperative is exposed to various forms of loss of assets associated with the risks of
fire, personal liability, theft, errors and omissions, fiduciary responsibility, etc.

Each of these risk areas are covered through the purchase of commercial insurance. The
Cooperative has purchased certain policies which are retrospectively rated which includes
worker's compensation insurance.

NOTE 6 — LITIGATION

Management has stated there is no pending or threatened litigation as of June 30, 2000.

NOTE 7 — RISK MANAGEMENT

The Cooperative is exposed to various risks of loss related to torts; theft of, damage to,

and destruction of assets; errors and omissions; injuries to employees’ and natural
disasters. To obtain insurance for workers’ compensation, errors and omissions, and
general liability coverage, the District participates in the Kentucky School Board
Insurance Trust Liability Insurance Fund. These public entity risk pools operate as
common risk management and insurance programs for all school districts and other tax
supported educational agencies of Kentucky who are members of the Kentucky School Boards
Association. The district pays an annual premium to each fund for coverage.
Contributions to the Workers’ Compensation Fund are based on premium rates established by
such fund in conjunction with the excess insurance carrier, subject to claims experience
modifications and a group discount amount. Dividends may be declared, but are not payable
until twenty-four (24) months after the expiration of the self-insurance term. The
Liability Insurance Fund pays insurance premiums of the participating members established
by the insurance carrier. The Trust can terminate coverage if it is unable to obtain
acceptable excess general liability coverage and for any reason by giving ninety (90) days
notice. In the event the Trust terminated coverage, any amount remaining in the Fund
(after payment of operation and administrative costs and claims for which coverage was
provided) would be returned to the member on a pro rata basis.

The Cooperative purchases unemployment insurance through the Kentucky School Board’s
Insurance Trust Unemployment Compensation Fund; however, risk has not been transferred to
such fund. In addition, the District continues to carry commercial insurance for all

other risks of loss. Settled claims resulting from these risks have not exceeded
commercial insurance coverage in any of the past three fiscal years.

NOTE 8 — CONCENTRATIONS OF CREDIT RISK

During the fiscal year, the Cooperative had uninsured cash balances with its financial
institution. The cash balance is insured by the Federal Deposit Insurance Corporation up

to $100,000 for each separate account. The highest amount of uninsured balances occurred
on June 29, 2000. The amount uninsured totaled $322,163.



Federal Grantor/
Pass-Through Grantor/

Program Title

U.S. DEPT. OF EDUCATION
Passed Through State Dept. of Education

IDEA, Basic Special Education

TOTAL FEDERAL FINANCIAL ASSISTANCE

Federal

CFDA No.

84.027

CENTRAL KENTUCKY EDUCATI ON COOPERATI VE
SCHEDULE OF FEDERAL FI NANCI AL ASSI STANCE
FOR THE YEAR ENDED JUNE 30, 2000

Pass —
Through
Grantor’'s

Number

0581-99-02

Expenditures

$ 529,128

$ 529,128
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REPORT ON COVPLI ANCE AND ON | NTERNAL CONTROL OVER FI NANCI AL
REPORTI NG BASED ON AN AUDI T OF FI NANCI AL STATEMENTS PERFORVED
I N ACCORDANCE W TH GOVERNMENT AUDI TI NG STANDARDS

Central Kentucky Education Cooperative
Menmbers of the Board
Lexi ngt on, Kentucky

We have audited the financial statements of Central Kentucky Education Cooperative as of
and for the year ended June 30, 2000 and have issued our report thereon dated Novenber 8,
2000. We conducted our audit in accordance with generally accepted auditing standards and
the standards applicable to financial audits contained in Government Auditing Standards,
i ssued by the Conptroller General of the United States.

Conpl i ance

As part of obtaining reasonable assurance about whether the Central Kentucky Education
Cooperative’s financial statenents are free of material misstatenent, we perfornmed tests
of its conpliance with certain provisions of |aws, regulations, contracts, and grants,
nonconpl i ance with which could have a direct and material effect on the determni nation of

financial statenent anounts. However, providing an opinion on conpliance with those
provi sions was not an objective of our audit and, accordingly, we do not express such an
opi ni on. The results of our tests disclosed no instances of nonconpliance that are

required to be reported under Governnent Auditing Standards.

Internal Control over Financial Reporting

In planning and performng our audit, we considered the Central Kentucky Education
Cooperative’s internal control over financial reporting in order to determine our auditing
procedures for the purpose of expressing our opinion on the financial statements and not

to provide assurance on the internal control over financial reporting. Our consideration

of the internal control over financial reporting would not necessarily disclose all
matters in the internal control over financial reporting that might be material
weaknesses. A material weakness is a condition in which the design or operation of one or
more of the internal control components does not reduce to a relatively low level the risk

that misstatements in amounts that would be material in relation to the financial
statements being audited may occur and not be detected within a timely period by employees
in the normal course of performing their assigned functions. We noted no matters
involving the internal control over financial reporting and its operation that we consider

to be material weaknesses. However, we noted other matters involving the internal control
over financial reporting which we have reported to management of the Central Kentucky
Education Cooperative in a separate letter dated November 8, 2000.

This report is intended for the information of the audit committee, management and federal

awarding agencies and pass-through entities and is not intended to be and should not be
used by anyone other than those specified parties.

Cluetss 7 b beheit o .

November 8, 2000



REPORT ON COWVPLI ANCE W TH REQUI REMENTS APPLI CABLE TO EACH
MAJOR PROGRAM AND ON | NTERNAL CONTROL OVER COWPLI ANCE
I N ACCORDANCE W TH OVB Cl RCULAR A-133

Central Kentucky Education Cooperative
Members of the Board
Lexi ngt on, Kentucky

Conpl i ance

We have audited the conpliance of the Central Kentucky Education Cooperative (a nonprofit
organi zation) with the types of conpliance requirenments described in the US Ofice of
Managenent and Budget (OVB) G rcul ar A-133 Conpliance Supplenment that are applicable to
each of its nmmjor federal prograns for the year ended June 30, 2000. Central Kentucky
Education Cooperative’'s major federal programs are identified in the summary of auditor’s

results section of the accompanying schedule of findings and questioned costs. Compliance

with the requirements of laws, regulations, contracts and grants applicable to each of its

major federal programs is the responsibility of the Central Kentucky Education

Cooperative’s management. Our responsibility is to express an opinion on the Central

Kentucky Education Cooperative’'s compliance based on our audit.

We conducted our audit of compliance in accordance with generally accepted auditing
standards; the standards applicable to financial audits contained in Government Auditing

Standards, issued by the Comptroller General of the United States; and OMB Circular A-133,
Audits of States, Local Governnents, and Non-Profit O ganizations. Those standards and
OMB Circular A-133 require that we plan and perform the audit to obtain reasonable
assurance about whether noncompliance with the types of compliance requirements referred
to above that could have a direct and material effect on a major federal program occurred.

An audit includes examining, on a test basis, evidence about the Central Kentucky
Education Cooperative’s compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit
provides a reasonable basis for our opinion. Our audit does not provide a legal
determination of the Central Kentucky Education Cooperative’s compliance with those
requirements.

In our opinion, the Central Kentucky Education Cooperative complied, in all material
respects, with the requirements referred to above that are applicable to each of its major
federal programs for the year ended June 30, 2000.

Internal Control over Compliance

The management of the Central Kentucky Education Cooperative is responsible for
establishing and maintaining effective internal control over compliance with the
requirements of laws, regulations, contracts and grants applicable to federal programs.

In planning and performing our audit, we considered the Central Kentucky Education
Cooperative’s internal control over compliance with requirements that could have a direct

and material effect on a major federal program in order to determine our auditing
procedures for the purpose of expressing our opinion on compliance and to test and report

on internal control over compliance in accordance with OMB Circular A-133.

11



Qur consideration of the internal control over conpliance would not
necessarily disclose all matters in the internal control that might be
mat eri al weaknesses. A material weakness is a condition in which the design
or operation of one or nore of the internal control conponents does not reduce
to a relatively low level the risk that nonconpliance with applicable |aws,
regul ations, contracts and grants that would be material in relation to a
maj or federal program being audited may occur and not be detected within a
timely period by enployees in the normal course of performng their assigned
functions. W noted no matters involving the internal control over conpliance
and its operation that we consider to be material weaknesses.

This report is intended for the information of the audit committee
managenent, and federal awardi ng agenci es and pass-through entities and i s not

intended to be and should not be used by anyone other than those specified
parties.

Clutiss 7 Fhbebeie Co .

Novenber 8, 2000
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SECTION | - SUMMARY OF AUDITOR’S RESULTS

Financial Statements

Type of auditor’s report issued.
Internal control over financial reporting:
Material weakness(es) identified?
Reportable condition(s) identified
not considered to be material weakness(es)?
Noncompliance material to financial statements noted?

Federal Awards

Internal control over major programs:
Material weakness(es) identified?
Reportable condition(s) identified

not considered to be material weakness(es)?

Type of auditor’s report issued on compliance
for major programs:

Any audit findings disclosed that are required
to be reported in accordance with
Circular A-133, Section .510(a)?

Identification of major programs:

CFDA Number

Name of Federal Program

84.027 IDEA, Basic Special Education

Dollar threshold used to distinguish
between Type A and Type B programs

Auditee qualified as low-risk auditee?

SECTION Il — FINANCIAL STATEMENT FINDINGS

None

SECTION Il - FEDERAL AWARD FINDINGS

None
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CENTRAL KENTUCKY EDUCATI ON COCPERATI VE
SCHEDULE OF FI NDI NGS
FOR THE YEAR ENDED JUNE 30, 2000

Unqualified
yes X no
yes X none reported
yes X no
yes X no
yes X none reported
Unqualified
yes X no
$300,000
yes X no
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MANAGEMENT LETTER






Central Kentucky Education Cooperative
Lexi ngt on, Kentucky

W have examined the financial statenents of Central Kentucky Education
Cooperative for the year ended June 30, 2000 and have issued our report
t hereon dated Novenmber 8, 2000. As part of our exam nation, we made a study
and evaluation of the Central Kentucky Education Cooperative’'s system of

internal accounting control to the extent we considered necessary to evaluate

the system as required by generally accepted auditing standards. The purpose

of our study and evaluation was to determine the nature, timing, and extent of

the auditing procedures necessary for expressing an opinion on the Central

Kentucky Education Cooperative’'s financial statements. Out study and

evaluation was more limited than would be necessary to express an opinion on

the system of internal accounting control taken as a whole.

The management of the Central Kentucky Education Cooperative is responsible
for establishing and maintaining a system of internal accounting control. In
fulfilling this responsibility, estimates and judgments by management are
required to assess the expected benefits and related costs of control
procedures. The objectives of a system are to provide management with
reasonable, but not absolute, assurance that assets are safeguarded against
loss from unauthorized use or disposition, and that transactions are executed

in accordance with management’s authorization and recorded properly to permit
the system to dispatch its duties.

Because of inherent limitations in any system of internal accounting control,
errors or irregularities may nevertheless occur and not be detected. Also,
projection of any evaluation of the system to future periods is subject to the

risk that procedures may become inadequate because of changes in conditions or
that the degree of compliance with the procedures may deteriorate.

Our study and evaluation made for the limited purpose described in the first
paragraph would not necessarily disclose all material weaknesses in the
system. Accordingly, we do not express an opinion on the system of internal
accounting control of the Central Kentucky Education Cooperative taken as a
whole. We noted no matters involving internal control over financial
reporting and its operation that we considered to be material weaknesses.

However, during our audit, we became aware of some matters that are
opportunities for strengthening internal controls and operating efficiency.

1. The Governmental Accounting Standards Board (GASB), to which all
governmental audits are subject, has consistently maintained that
existing governmental financial statements are not meeting the needs of
users. Consequently, GASB has issued Statement No0.34 that they feel
makes the financial statements of governmental units more user friendly.

While the Statement makes many changes in the financial statements of
governmental units, the area of capital assets is one of the most
dramatic.

Capital assets are tangible physical assets, including rights to those
assets, having useful lives of more than one reporting period. They
include land, easements, buildings, improvements to land and buildings,
vehicles, machinery, infrastructure and assets acquired under capital
leases. Currently in governmental funds, the costs associated with the
acquisition of capital leases are recorded as current period expenditures
of the respective fund. While it has not been the practice of Kentucky
School Districts, the same amount is normally recorded as an addition to
general fixed assets in the General Fixed Assets Account Group.
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Acknowl edgi ng that taxpayers provide substantial resources for general
capital assets and that for nany governments, those are the nost
significant assets, the new standard requires the capitalization of
general capital assets and allocation of their cost to the periods
benefi t ed. VWhat this means to the District is that the financial
statements would include capital assets and would report depreciation
expense as a charge to operations. This is a significant change and it
does not just affect the future purchase of capital assets. It affects
the capital assets currently held.

It is our recomendation that, in preparation of the inplenentation of
the standard, the District establish an inventory of capital assets and a
policy concerning the dollar value of itens to be capitalized. It is
anticipated that the standard will take effect for the year beginning
2002.

2. Payments to the Executive Director were not made in accordance with the
terms of the contract. The contract was with the Executive Director

i ndividually, while paynents were nade to a corporate entity.

The Executive Director received a $300 nonthly travel allowance, in
addition to rei nbursenment for actual travel expenses.

We recommend that future payments to the Executive Director be nade in
accordance with the contract, and that all conpensation paynents to the
Executive Director be properly recorded.

3. Grant funds represented in the financial statenents are not reconcilable
with manual |edgers. It is our recomrendation that Cooperative use grant
expenditure classification according to grant code in conpiling financial
st atenent s.

4, The Cooperative does not have a witten policies and procedures nanual.
It is our recommendation that the Cooperative create a policies and
procedures manual . This manual should incorporate the policies and
procedures manual inplenmented by a menber school district.

5. The Cooperative nmaintained cash balances in excess of the FDI C insured
l[imt of 100,000 at certain times during the fiscal year.

We recomend that undue concentration of risk be avoided and excess funds
be invested in accordance with strict investment policy.

We have enjoyed working with the managenment and staff of the Central Kentucky
Educati on Cooperative and |ook forward to a continuing, mutually productive
relationship. Please call us if you have any questions concerning this letter
or if we can be of any other assistance.

Respectful ly subm tted:

Clutiss 7 Fhbebeie Co .

Charles T. Mtchell Co.
Novenmber 8, 2000
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RESPONSE TO MANAGEMENT LETTER






Novenber 8, 2000

M. Ed Hatchett
Audi tor of Public Accounts
Frankfort, KY 40601

Dear M. Hatchett,

This letter is to provide our response to the findings in the audit of the
Central Kentucky Education Cooperative for the year ended June 30, 2000.

GASB No. 34

We appreciate our auditors keeping us apprised of devel opnents in the area of
finance and reporting. The Cooperative has worked with the auditors to create
a schedule of assets which will be used to inmplement GASB No. 34. e
anticipate no problem being ready to report the Cooperative' s financial
statements in accordance with GASB No. 34.

Executive Director’s Salary
W will begin imediately to pay the salary according to the contract ternmns.

G ant Expendi tures

The Cooperative has inplenented account nunmbers which correspond to grant
expenditure classification. This change enables our grant staff to reconcile
grant receipts and grant expenditures according to their nmanual |edgers to the
Cooperative's financial statenents.

Policies and Procedures Manua
The Cooperative will begin work on a policy and procedures nanual

Uni nsur ed Cash Bal ances
W will work with our financial institution to ensure our cash is insured
beyond the FDIC linmit.

I hope this provides appropriate response to the nanagenent |etter comments.
Should you have questions relative to these matters, please feel free to
contact nme.

Si ncerely,

Dt 1) Vs

Donal d Pace
Executive Director
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